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— qi te © _>> Letters to the editor, in whole or in part, are presented here as a contribution to current 
; ne discussion of investment, economic and general financial subjects of public interest. 

% a 
RANDOLPH FIELD, TEX. [can tell you. But now with the former _ series of War Savings Bonds be purchased 


Why cannot some arrangement be made 
for local newspapers to furnish a complete 
list of daily stock market transactions, 1n 


cluding preterreds like Illinois Central, 


not traded in great amounts? The men 


in the service stationed at) var1lous posts 


The 


writer tor example, 1S interested in Erte, 


have some stock holdings. 


Reading and Briggs. . . . See what you 
can do for the duration to provide a com 


plete list of the daily transactions. 


a —" 
Corp. F. B. 
Eprrok’s Nore: Our suggestion to Corp. F. B. 1s 
that he take up his problem with newspapers ot 
his region Vhev desire to serve their readers to 


the best ot their abuilit 
WATERTOWN, N. ¥. 
It you brokers anticipate a big 
volume of speculation because the capital 


gains tax has been revised, you will have 


opportunity for disa ppoin ted _ atter 


thoughts. While income taxes remain 
high—and they will probably go higher 


the penalty against speculative profits, 
like any other profits, will remain pro 
hibitive to active 


trading in_ securities. 


Note this on your desk pad and see in 
six months if my position has not been 
S &.. €. 


correct. 
WICHITA, KAN. 

Some hopes are mine of getting my fh 
nancial shoulders out from “under water.” 
When New York Central sold un 
and Southern around 10 


der 7 Pacific 


some time ago, the prospect was gloomy, 


(October 22 


est, and the other around 17, I can see 


now nearly double its low 
daylight. My appreciation for the trans 


portation discussions in your paper is 


tendered. J. A. O'B. 
NEW YORK CITY 
Congress is charged with being dilatory 
about many questions of public interest. 
Give that body credit for taking helpful 


action, sooner or later, on some very im 


portant matters. The capital gains tax 
relaxation to a point where both Gov 
ernment and security owners will bene 


fit should be chalked up in capital let 
ters. The quick laying of the Prohibition 
ghost, to the real benefit of Government 
and millions of antagonists of sumptuary 
laws, supplies evidence that Congress can 
get a move on when it wants to. Hope- 
fully, one can await action to remove 
some arbitrary restraints on the securities 


market. G.-F...A. 


TRENTON, N. }. 
As a 


fund for a community library, I found 


trustee of a small endownment 
it necessary to get advice recently. The 
fund is so set-up that the trustees have 
wide latitude in choosing securities. Ap 
plication to a Stock Exchange firm’s ad- 
visory department for ideas brought the 
unexpected at least to me. Instead 
of recommending that well-known stocks 
be added to the fund’s bond holdings, 


the adviser advised that a coupon-bearing 


“yielding a small return but adding to 
the trustees’ peace of mind in uncertain 
times.” I am pleased to write this as a 
testumonial to a business which, too often, 
is charged with too insistent grinding 


of its own ax, F. . BD, 


BOCK PORT. N. YY. 

On the day tollowing receipt of Ti 
Excuance for October, I saw in my news- 
paper that several Stock Exchange stocks 
had resumed dividends or paid extras. Is 
not such action likely to go rather far in 
offsetting cuts or omissions among others? 
That is my thought. A decline of less 
than 9 per cent in total dividends by listed 
stocks in this year’s first three quarters, 
which you reported on, was not unex- 
pected, oe 


NEW ORLEANS, LA. 

Your railroad articles, while not pointed 
up enough toward what your authors 
may think rail security prices should do 
in the near or far future, have been in- 
structive. As a badly “stuck” owner of 
public utility holding company stocks, | 
would like to see the utilities discussed. 
Incidentally, my copy of the magazine is 
handed on to several of my business as- 
sociates. We all like it, some parts much 


more than others. O. R., Jr. 


Eprror’s Nore: For the convenience of all con- 
cerned, we would like to suggest that Mr. O. R., 
Jr.'s associates could be 
at the 


EXCHANGE 


reads his copy at the 


reading THE 
same time that he 


small subscription cost of $1 a year each. 


“se 


ed 
rs 


do 


‘exclhange 
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Performance of “Old Line” Dividend Payers 


| geietonapei curiosity applied to 
common stocks listed on the New 
York Stock Exchange which have paid 
cash dividends every year for a quarter 
of a century or longer reveals such facts 
as these after nearly a year of American 
industry’s high-speed participation in 
the global war— 

Of 65 issues which had disbursed divi- 
dends to their holders without a lapse 
for 25 to 40 years, none failed to make 
payments during the first nine months 
of 1942; 

Forty-six per cent of the 65 paid the 
same amounts in the nine months as 
they disbursed in the same interval of 
19415 

Twenty-three per cent increased their 
payments over the 1941 rate; 

Thirty-one per cent paid less. 

The table on the next page names the 
common stock issues. It is to be noted 
in examining the record that the 
amounts mentioned as distributed “per 
share” were paid in the nine months 
ended September 30, 1941 and 1942— 
no account is made of “ex-dividend” 
dates which, in many cases, would bring 
the distribution of cash subsequent to 
September 30. 

This performance of long-established 
dividend-payers lends point to a sum- 


mary of listed stock developments in 


respect to dividends during the last 
three war years, As industry never pre- 
sents a united front to depression or 
prosperity, it could be expected that con- 
siderable unevenness would be shown 
among dividends. Some corporations 
felt early in the period the shock of 
advancing taxes and the wrench caused 
within industrial operations by rapid 
changeover to war production. Others 
have not yet revealed through changed 
dividends the product of altered sources 
of earnings—or increased or reduced 
earnings. But we find that in the first 
nine months of 1942, dividends were 
paid on their common stocks by 591 
listed corporations, out of a listed total 
of 837 issues, as compared with 575 
issues to make payments in the same 
1941 period, and with 583 sisues in all 
of 1940. 


Some Sharp Recessions 


The table shows that, in some im- 
portant instances, corporate conversions 
of plant from peace to heavy war pro- 
duction induced a substantial mark- 
down of dividends. General Motors, 
for example, reduced its nine months 
rate of payment by 45.5 per cent from 
the 1941 record. But a survey of the list 
as a whole indicates that other items 


besides the direct impact of war work 


were influential in connection with both 
decreased and increased payments per 
share of common stock. 

The tobacco companies felt the bur- 
den of rising taxes, and this factor ap- 
peared to be forceful among explosive 
manufacturers, notably du Pont and 
Hercules Powder; yet allowances should 
be made also for the need of companies 
with immense orders on their books to 
conserve earnings for working capital. 
Some of the food and retail store com 
panies lowered their dividends, while 
others held to former rates and several 
increased their payments. 

Field for Inquiry 

A study of the list of 65 “old-line” 
stocks indicates that investment selec 
tion offered a broad field for research 
during the nine months ended Sep 
tember 30 this year, a process which 
grows more intricate as the war is pro- 
longed. Just as industry does not reflect 
the impact of war or depression or 
prosperity in its earnings simultaneously 
among its various component parts, so 
dividend payments of any quarter or 
half year do not necessarily parallel the 
earnings of the same periods. A part of 
the dividend in one quarter may con 
sist of earnings made in the preceding 


quarter or half-year. 








Because of the trequent lag between 
the scope of earnings and the rates of 
corporate ¢ divi lends, th 1¢ tale told by the 
first three quarters of this year can 
hardly be taken as the basis of firm ex 
pectations about results in the next few 
months. Nevertheless, the table suggests 
that high taxes have been surmounted 
sufhciently to enable nearly half of the 
65 companies in the list to maintain old 
dividend rates thus far; and while many 
have reduced their return to— stock 
holders, many others have increased 
And all the companies remain in the 
ranks of persistent dividend payers for 
a veneration or more. 

Longevity) 

The industries most widely repre- 
sented among the 65 listed stocks are 

tuil merchandising, chemical, petrol 
eum and tobacco—all of which have 
five or more companies in the roster. 
The Kroger Grocery & Baking Com- 
pany dividend dates back to 1902, the 
Texas Company dividend to 1903, East 
man Kodak to 1902, W. T. Grant to 
IQO7, du Pont Lo Igo4—to mention a 
few and referring to the time when an 
unbroken series of annual dividend pay 
ments began. 

The tabled group is limited to com 
mon stocks on which dividends have 
been paid consecutively for 25 to 40 
years. All told, approximately — 125 
stocks on the Exchange have disbursed 
dividends without a break for upwards 
of a quarter century. 

When the really venerable list of divi 
dend payers is examined these are 
found, with the dates when dividends 
were first paid: Pennsylvania Railroad, 
i848; Continental Insurance Company 
(N. Y.) 1854; Rensselaer & Saratoga 
R. R., 1862; Pullman Incorporated, 
1867; Morris & Essex R. R., 1868; Erie & 
Pittsburgh R. R., 1870; Albany & Sus 
quehanna R. R., 1871; Westinghous 
Air Brake Company, 1875, and Parke, 
Davis & Co., 1878, among others of th 


1860's and 1870's, 


tv 









1942 DIVIDEND RECORD OF LISTED COMPANIES 
WHICH HAVE PAID CONSECUTIVELY FOR r 


65 Common Stocks 


on the New York Stock Exchange | 
Per Share, Per Share, 
First 9 Mos. First 9 Mos. Change 
1941 1942 % \ 
American Brake Shoe & Foundry Co. (The).......... $1.40 $0.95 —32.] \ 
ON SON “IN oo sas o's 40 0c 605.6044 5 50:40 0006 2.50 2.20 12.0 \ 
American Tebacco Company (The)...............-.-- 3.75 2.50 33.3 
Anchor Hocking Glass Corporation..................655 0.30 0.30 . 
Beech-Nat Packing Company. .........00.cccccsnecess 3.75 3.25 13.3 
Carpenter Steel Company (The)................2--05. 2.00 2.00 ¥4 
Catereitter Trecter Cempangy: . 25... ss sicccscssscccevcse 1.50 1.50 ” 
Comtval Aguirre Aseecigies. .. ic cccccscccccssiccescess 1.125 1.75 +55.6 
NY Eg oy ng ba nec Bains Sale ba 650s ouneossedie's 0.75 1.00 +33.3 
Champion Paper & Fibre Company (The)............. 0.75 0.75 4 
Columbian Carbon Company..................2eeeeeees 3.00 3.00 2 
Detroit Edison Company (The).................ee0005 1.05 1.00 4.8 
Dow Chemical Company (The)..:..................5- 2.25 2.25 . 
ee I is Se ere eee eee ore 0.30 0.40 +33.3 
du Pont de Nemours (E. I.) & Company............... 5.25 3.25 38.1 
eee RE Cee OC ee 4.50 5.50 “{-22.2 
Fidelity-Phenix Fire Insurance Co. of N. Y............. 2.20 2.20 * 
ee OO I cn i ck oe ne ceed eenneseusaee 1.875 1.875 * | 
Gomater Cimar Company, Bie... 0.6. 0.cis-cc sc cccciccvelnsveve 0.75 0.75 * 
General Motors Corporation C RwaaGs ee AGREE REO ES 2.75 1.50 —€.5 | 
Gillette Safety Razor IN So bo dvnd oes eR tetas 0.15 0.15 ° | 
ee Soe, CON bese dd nce oe nabeeeneeaeae 1.05 1.65 +57.1 
Beemer Attias. Glass COMADEIY «055 ci ccs cocci ccs eseeeees 3.75 3.75 2 
eee ee ee Oe ers Coen 5.75 3.75 34.8 
Hereutes Powder Company... os oiccciecaccctenccessces 1.80 1.60 —Fa 
RO CMR o.oo cw owe snevaneteven’estecie 4.50 4.50 - 
International Business Machines Corporation.......... 3.00 3.00 bg 
International Harvester Company ................+++++ 1.20 1.50 +25.0 
ae SS eer re ere ere re 1.00 1.00 * 
International Shoe Company............--.-+0+seeeeeee 1.125 1.35 +20.0 
Island Creek Coal Company...........cccccsccssccess 1.00 1.00 * 
Kellogs (Spencer) & Sons, Inc......6...ccccccessccces 1.20 1.50 +25.0 
Me TOL iP COROT « 6 cas conde scatscaderraceceres 1.05 0.90 14.3 
Kroger Grocery & Baking Company (The)............ 1.50 1.50 * 
Liggett & Myers Tobacco IN so odd cn.ny cess oo one 3.00 2.50 —~16.7 
L ink- Belt Company SRR LE Foe IS: re Fe ee 1.00 1.50 +50.0 
MacAndrews and Forbes Company..................-+. 2.00 1.50 = 
May Department Stores Company (The).............. 2.25 2.25 ° 
EEN OS, AOU OUMRNOIR Sooo: a oo) cin 5)6. 505 0 sin coinage ce 1.50 1.50 5 
ee i CR ELC PEO te eee 1.50 2.25 +50.0 
ee er rere eee 1.50 1.50 ° 
Pane 66s.) CONE oss Si o00 coe ceoeenden eR eaee 3.00 2.75 — i 
ee POC RET en ELON ee 0.375 0.375 od 
eee ee ee OO POEL EE Te 2.25 2.25 > 
ie ee - COUNIOO EG oso 5 oss vce den dovawesienesvewcaes 0.60 0.65 + 83 
Owens lilinels Clete CO eke sc cick as akon ouaaien 1.50 1.50 ° 
Dacihe Edemtiong Corporations... < iiss inate scsicctivdeeve. 2.25 2.25 * 
Deen; Gams Ck. OSes BR Re fess cc isicilctee ces 5.00 5.00 * 
Public Service Corporation of New Jersey............. 1.65 0.70 57.6 
INN) CRNMND 6 oo 5 ic 5's ae cae sine sasaiecaw-becdese watae 0.75 0.75 . 
ee ee ee CEE CTR CALTON EOL re 1.30 1.35 +: 22 
Socony-Vacuum Oil Company, Inc.................200 0.50 0.50 * 
Southern California Edison Company, Ltd............. 1.375 1.375 ss 
Standard Oi) Co. of California. .........ccccensscenses 0.85 1.05 +235 
Sterling Drug Ine. ibe da cas Deny edsot nae hehe ty ecard as 2.85 2.65 — 7.0 
Sun Oil Company. Reisd mea Che KE Se Dh alin + BAe cw dea wees 0.75 0.75 * 
Sapermeatay Goempany (Tho). « 66... 6600s scenecciccece's 0.625 0.75 +20.0 
I, CDS foo dials 40's 5c siniornin shee ae dbaneieabess 1.50 1.50 * 
Underwood-Elliott-Fisher Company.................... 2.25 1.50 san 
Union Oil Co. of California.. LAW ache gis ainhee buena hn Sad + Soe 0.75 0.75 = 
U nion Tank Car Company ioe Wes raiaae'e ose 4 a-ainccleaba.o Swiss ie 1.50 1.30 —133 
United Engineering & Foundry Co..................... 1.50 2 +16.7 
RE NNO SOUND MM so ois cs cccs cada ediee' es Vate shane 0.96 0.92 — 42 
Woolworth (F. W.) Company 1.60 1.20 —8s 
Wrigley (Wm. Jr.) Company........ 2.50 2.25, -10.0 





*Paid same amount in first 9 months of 1942 as in corresponding 1941 period. 
Dividend Records Include Major Predecessor Companies. 


No recommendations of or solicitation of an order to buy or sell any securities of these com- 
panies hereby intended, this list being merely illustrative of the accompanying text. 


INCE the outbreak of war in Sep- 


tember, 1939, the decline in market 
values for both public utility holding 
company and operating company stocks 
has been more than twice as great as 
that of industrial issues. In the same 
period the market value of railroad se- 
curities has increased. During the past 
three years utility holding company 
common stocks have declined 67 per 
cent in market value (to November 1), 
operating company common stocks 39 
per cent, and holding company pre- 
ferred stocks 4o per cent. This com- 
pares with a decline of only 19 per cent 
in the case of industrial common stocks 
and an increase of 5 per cent in the 
market values of railroad common 
stocks. 

Although the decline since war be- 
gan in the market value for public 
utility issues has been principally occa- 
sioned by increased income taxes, this 


unfavorable price trend began in 1937 


with the downturn in the stock market 


and 


the enforcement by 


the Holding Company Act. 


of 


It appears that most of the effects 


Federal regulation 


the SEC of 


upon quoted 








New Revenue Act Lifts Visibility 
of Price Horizon of Utilities 


Due to increased income taxes 
and other forces peculiar to the 
situation of the industry, public 
utility stocks have recorded an al- 
most uninterrupted decline in 
market values since 1937. Conse- 
quently, many investors have 
looked askance at them. In the 
past year large blocks of high 
grade utility operating company 
common stocks have been unsal- 
able. Are there dependable signs 
appearing that provisions of the 
1942 Revenue Act should change 
this situation? This article points 
out some of the new forces which 
the Act brings to bear upon public 
utility securities. 














values were experienced by late 1g40 
and that the continuation of the trend 
since that time has been due to the 
war tax burden on the fixed rate utility 
industry. 

Between 1937 and the beginning of 
the war in September, 1939, Operating 
company common stocks showed a de 
cline in market value of about 18 per 
cent and holding company preferred 
stocks a decline of about 14 per cent. 
In April of this year the decline from 
1937, in the case of both groups, was 
about 61 per cent, while at the present 
time prices for operating company com- 
mon and holding company preferred 
stocks, taken together, are approximately 
49 per cent below those of 1937. Thus, 
market values for holding company pre- 
ferred stocks during the war appear to 
have fluctuated in line with operating 
company common stocks and, as a 
group, have been little additionally af 
fected by Federal regulation. 


The inequity of the presently expir- 
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65 Common Stocks 
hah tases ave een surmoune on the New York Stock Exchange 








> companies in the om old Per Share, Per Share, 
tip First 9 Mos. First 9 Mos. Change 
den CS s | nd wh many 1941 1942 q 
1 their return ( tock American Brake Shoe & Foundry Co. (The).......... $1.40 $0.95 32.) 
‘ : , : ee ee ETE TET ee Oo ree a 2.50 2.20 12.0 
moldcrs, Many others har het ad it. American Tobaeco Company (The) ae nes 3.75 2.50 33.3 
Reuil iW. 4 Anchor Hocking Glass Corporation. Bp ey Ne re pe 0.30 0.30 “d 
" .u On Mes ren I i ( Beech-Nut Packing Company.. TS 3.25 13.3 
INS ¢ I ent a Cel S Tol Carpenter Steel Company (The). eee : 2.00 2.00 * 
mn Je heals Caterpillar Tractor Company... ; e aihecesrcetrariacican 1.50 1.50 . 
a asailats Central Aguirre Associates. . 1.125 1.75 +55.6 
] Chain Belt Company................ ee aNhwk sa isk 0.75 1.00 +33.3 
ongerity Champion Paper & Fibre C omps any ( The)... Siazeratece: -. ODES 0.75 “ 
1} ndustries most widely repre Columbian Carbon Company... ......2-ccseccccesesees <. ee 3.00 * 
; Detroit Edison Company (The)..................-008- 1.05 1.00 4.8 
hte mong the 65 sted stocks are Dew Chemical Company CIRC). 03:.600055 65 scdcc0 veces 235 225 ° 
, ; : ; . : Duplan Corporation (The).... Tn A = Ss 0.30 0.40 33.3 
' , ee eee acs wren . gon ee es 
i hindising, chemical, petrol du Pont de Nemours (E. I.) & Company............... >.29 3.25 38.1 
; 3 te : ate 
n n ) Which have Bastease TGs COMB << o.c.ciec kccsccieese tessa scewiers 5.50 
Fidelity-Phenix Fire Insurance Co. of N. ‘Y eecacalasewieredlaone 2.20 ' 
' OMPAMes ML TNE POST inet Peatiomes Dares, Ge. cco 5 ose sep esiccwns caensacndeis 1.875 ? 
| »] General Cigar Company. Inc............... 0.75 * 
1¢ rover Csre rv & KIN 7 ; ba e ES 
Krog la Baking ¢ N General Motors Corporation...................+: 1.50 $5.5 
"? ener > v OQ Tgo2 Hi Gillette Safety Razor Company..................-..0-- 0.15 ° 
exas Company dividend to 1 Kast I CEO COT PLETE 1.65 Tote 
. ~ eae ; Haszel-Atlas Glass Company. .... 5. ..ssccescccsees Be LS - 
man Kodak to rg02, W _ TT. Grant to Helme (George W.) Company..................ee000: 3.75 34.8 
: PROCCHEND SOOOD CORON 562 sinh 5055 whole crew ehew Ser 1.60 11.1 
Wor, a Pon O yO4 oO Mention 
; ' ee | eee coe 4.50 4.50 * 
lew and referring to the time when an International Business Machines Corporation.......... 3.00 3.00 
; ; International Harvester Company ..................06. 1.20 1.50 25.0 
IDFOKCH Ss Sot annt dividend pra International Salt Company..... Shien wib sawn wee ee 1.00 1.00 . 
Eeiternations!l Shee Cammeny:. ...6.6<. sess cccsiescccsanees 1,125 1.35 +20.0 
Nents began 
] 14 , Sere Shek Com COMBGOG 6. 6.6656.05.0 8 ckcedcicsenkerewas 1.00 1.00 * 
ie WbDied Yroup is limited to com Kellogg (Spencer) I RR oe oy he ha ee ah 6 1.20 1.50 +25.0 
1: , oy nneee Ce. et A MONMER oi. oie 6s cic naeniasan dears 1.05 0.90 14.3 
MON Slocks ! Men GIVIdenas Nas Kroger Grocery & Baking C ‘ompany ( The ne ee 1.50 1.50 a 
ween paid - seats bon ae 4 ; Liggett & Myers Tobacco Company.................... 3.00 2.50 —16.7 
i t if cf PVCU \ i\ it?) ) ) + 
reaIrs All told — , -s gaa GN soo ln nso aa aninwewekeadesen sens 1.00 1.50 50.0 
. ; sia ; NEMA Y MacAndrews and Forbes € ompany bikin oiesataed akccaler tates 2.00 1.50 25.0 
stocks on the Exchanee hay ichusavcapl May Department Stores Company (The)........... 225 2.25 sé 
: ; idle . sini Melville Shoe Corporation. .................000: 1.50 1.50 7 
dividends without break for upwards ee ee) ee err reer 1.50 2.25 50.0 
of a quarter century. Dees CG) DCG oo o.ccsiieinee ie cuaasecenesas 1.50 1.50 ° 
; ; oo Ee EE ORE Ee ee POR eS 3.00 2.75 8.3 
When the really venerable list of dix 2 ee EE Oe rar eee 0.375 0.375 ™ 
, National Steel Corporation....... halts simteca ote suonetecs xs ae 2.25 . 
lend = =pavers s eXamined. thes ir Otis Elevator Company......... 0.60 0.65 8.3 
ound, with vw dates when dividends Owens-Illinois Glass Company ................ce0ceees 1.50 1.50 
' : : 7, ; Pacifie Lighting yee aii: Whhok 8p Suk, & baw eae Shae 2.29 2.25 ° 
were first paid: Pennsvivania Railroad, Pitts... Cinn.. Chi. & St. a eee ae . 5.00 5.00 ‘a 
NaS: ( a | Public Service endl OF New Jersey ....6ciccccves 1.65 0.70 57.6 
ils i ONUINCHTAL PASUPAN Compan Reading Company ; .. 2.0 5cscccccesce 0.75 0.75 * 
= ) 
(N. Y.) 1854: Renss rao Ox. ey II EN gS 2k dae eal eovdon eananby ace 1.30 1.35 3.8 
) ) J Socony-Vacuum Oil Company. “Ine. Lianicaetenuane 0.50 0.50 
R R 18623 | lm n In ( orated ; “ali i 75 75 
"” = ale ! I LEE Southern California Edison Company, "ERAS ae 1.375 1.375 se 
i867: Morris & Essex R. R.. 1868: oe Standard Oil Co. of California...................0en- 0.85 1.95 +23.5 
ie ee oi Re Ess. 4 ’ mm I IE RS A an cae ca cite aulculvata de auwm mene. 2.85 2.05 7.0 
) » 
yu 1) be ar \ . . 
Pitts R. R I Albany & S i MN Iyer aig Gin: wget wae tele wes Shee 0.75 * 
quehanna R. R.. ier: Westinehous Superheater Company (T he). wiin geass co eae meeamee Ae 0.625 +20.0 
’ A NN OIE ors ina ain swe 5 hiecaimcece eed eebis 1.50 * 
\ir Brake Com Ww. INTs, 1 Parke nderwood-Elliott-Fisher ee, RE ore pies) ee 2.25 33.3 
Union Oil Co. of California.................. SEARS Hoe 0.75 + 
Davis & ( [NTS nonyg rs 1) : m : : 
Cee DOOM COP COMMING 66:6... 5< ssc vciee ewadae cone ce 1.50 1.30 ——Hgse 
r86o's and pro's United Engineering & Foundry Co..................... 1.50 1.75 +16.7 
United States Tohacco Co...... bayer Gu- ain wlanms ava ce OTE pct 0.96 0.92 4.2 
ronan CF, WD. COMIN. 655 oiciecic cc twncssnmcunes 1.60 1.20 25.0 
, Wrigney CW. Je:) Company... c.cics cccissnccncescsees 2.50 2.25 10.0 
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— the outbreak of war in Sep 


tember, 1939, the decline in market 
values for both public utility holding 
company and operating company stocks 
has been more than twice as great as 


In 


period the market value of railroad se 


that of industrial issues. the same 


curities has increased. During the past 


three years utility holding company 


common stocks have declined 67 pet 


cent In market value (to November 1), 
Operating company common stocks 39 
per cent. and holding company pre 
terred stocks 4o per cent. This com 
pares with a decline of only 19 per cent 
in the case of industrial common stocks 
and an increase cent in the 


of 5 per 


values of railroad common 

\lthough the decline since war be 
gan in the market value for public 
uulity issues has been principally occa 
sioned by increased income taxes, this 


untavorable price trend began in 1937 


with the downturn in the stock market 


and 


the enforcement by the SEC ot 
the Holding Company Act. 
It appears that most of the effects 


ol 


} 


Federal regulation upon 


quoted 








Vew Revenue Act Lifts Visibility 
of Price Horizon of Utilities 
Due 


and other forces peculiar to the 


lo increased mcome taxes 


situation of the industry, public 
uulity stocks have recorded an al 
decline in 


most uninterrupted 


market values since 1937. Conse 


quently, have 


looked In 


past year large blocks ol high 


many INVeSLOTS 


askance at them. the 
grade utility operating company 


common stocks have been unsal 
able. Are there dependable signs 
appearing that provisions of the 
1Q42 Revenue Act should change 
this situation? This article points 
out some of the new forces which 
the Act brings to bear upon public 


utility securities. 














values were experienced by late ty4 
and that the continuation of the trend 
since that time has been due to the 
war tax burden on the fixed rate utility 
industry. 

Between 1937 and the beginning of 
the war in September, 1y3g, operating 
company common stocks showed a de 
in market value of about 18 


cline per 


cent and holding company preferred 


14 per 
In April of this year the decline trom 


stocks a decline of about cent. 
1937, In the case of both groups, was 
about 61 per cent, while at the present 
time prices for operating company com 
mon and holding company preferred 
stocks, taken together, are approximately 
49 per cent below those ot 1937. Thus, 
market values tor holding company pre 
ferred stocks during the war appear to 
have fluctuated in line with operating 
company common. stocks and, as a 
group, have been litthe additionally at 
fected by Federal regulation. 


The inequity of the presently expu 





ing Revenue Act on the regulated util- 
ity industry is well known. In theory 
utility companies are entitled to a fair 
rate of return after all operating ex- 
penses, including Federal income taxes. 
From a practical standpoint, however, 
it is not possible for many utility com- 
panies to earn a fair rate of return under 
present tax laws as such would involve, 
in the case of companies in the excess 
profits tax bracket, an increase in the 
rates charged consumers of over 50 per 
cent in many instances. 

Obviously, such increases are impossi- 
ble politically and economically. How- 
ever, although many utility companies 
cannot earn a fair return during the 
war, present market prices for public 
uulity operating company and holding 
company stocks appear to have largely 
discounted, and in certain cases, over- 
discounted the effect of 


income taxes 


under our war economy. 
Direct Aid 


Congress, in the 1942 Revenue Act, 
finally took cognizance of the special 
nature of the utility industry and pro 
vided for specific tax relief for public 
utility companies. Included in the 1942 
Revenue Act are certain provisions 
which afford tax relief to all corpora- 
tions but which are particularly bene 
ficial to the utility industry. In addition, 
certain amendments were made, de- 
signed specifically to relieve the tax 
burden of the utilities. 

The 1942 Revenue Act, in general, 
permits all corporations previously al 
lowed to consolidate earnings for excess 
profits tax purposes also to file consoli- 
dated normal and surtax returns. The 
utility 


industry bene- 


is the largest 
ficiary under this provision through its 
preponderance of holding companies. 
Provision has also been made to allow 
as an immediate credit against excess 
profits taxes the ten per cent post-war 
refund up to the extent of 4o per cent 
of debt retired. The utility industry, 


particularly natural gas companies, with 


sinking 


oS 
funds, should thus reduce its effective 


large serial maturities and 
e€XCess profits tax rate of go per cent to 
81 per cent. This is of importance from 
the standpoint of a company’s cash 
position, as the post-war refund under 
other conditions consists of a non-col- 
lateral, non-interest bearing government 
obligation, non-negotiable until after the 
war. 

Although primarily designed to help 
the railroads, the provision permitting 
any corporation to purchase its debt 
obligations at a discount without incur- 
ring taxable income to the extent that 
par value exceeds purchase prices, could 
be of substantial benefit in the case of 
holding companies whose debentures 
are selling at large discounts. 

Of course, approval must be obtained 
from the SEC by holding companies to 
purchase annually more than 2 per cent 
of their outstanding debt securities. But 
it would appear that this provision is a 
further incentive for the SEC to grant 


such 


permission, as the tax 


saving 
would accrue to the benefit of the re- 


maining security holders. 


Dividend Deduction 


The 1942 Revenue Act, in addition to 
the above provisions available to all cor- 
porations, also provides specific tax re- 
lief for utility companies by permitting 
the deduction of operating company 
preferred dividends from surtax net in- 
come. 

The law also provides for the treat- 
ment as non-taxable income of any 
profits arising from the disposal of 
properties under integration orders of 
the SEC when the funds received are 
reinvested in public utility assets or are 
used for the retirement of holding com- 
pany debt securities or preferred stocks. 

Thus it appears that from the stand- 
point of taxation, political recognition 
has finally been accorded the public 
utility companies and, except perhaps 
for a further slight increase in the com- 
bined 


normal and surtax rate later in 


the war, the worst in the way of the tax 
burden is now known and effective as 
far as utility earnings are concerned. 

In connection with increased income 
taxes, the recent decision of the Fed- 
eral Power Commission requiring a re- 
duction in the rates of Panhandle East- 
ern Pipe Line Company was given very 
misleading publicity. It appeared from 
the abbreviated newspaper releases that 
the Federal Power Commission, in this 
and future rate cases, would treat any 
Federal income or excess profits taxes in 
excess of the 1940 rates as abnormal and 
a war burden to be provided for by 
utility companies out of their estab- 
lished rate of return rather than as a 
deduction permissible in arriving at a 
fair rate of return. 

The actual order of the Federal Power 
Commission in this rate proceeding al- 


lowed the company a 64 


per cent rate 
of return on its rate base after esti- 
mated 1942 Federal taxes computed at 
rates higher than such rates were finally 
enacted in the 1942 tax law. The Federal 
Power Commission, however, did point 
out concurrently, as a separate portion 
of its order and opinion, that in the case 
of utility companies making applications 
for higher rates to consumers to offset 
increased income taxes, that the highest 
amount of Federal income and excess 
profits taxes which would be allowed as 
an operating deduction in arriving at a 
fair rate of return would be the level of 
taxes existing under the 1940 Revenue 
Act. 


Matter of Taxes 


Taxes in excess of this amount would 
be considered abnormal tax require- 
ments for war purposes to be borne by 
utility companies as they are by indi- 
viduals and other corporations. 

As to the question of Federal regula- 
tion, the principal impact on the market 
prices of utility securities through en- 
forcement of the Holding Company 
Act occurred from 1937 through 1940. 


(continued on page 13) 
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WHAT KIND OF COMMON STOCKS TO 
BUY UNDER TODAY'S CONDITIONS 








By STEDMAN Buttrick 


HE conjectured scope of future 

earnings occupies a natural focal 
point of the study of individual com- 
mon stocks as investments. In the 
process, some fundamental problems 
immediately arise. Assuming that you 
can discern indications of growth 
(which is not so easy as it might seem), 
you are confronted by the very impor- 
tant matter of price. How are you go- 
ing to relate price to the growth factor? 
How shall you determine whether the 
present price of a stock discounts the 
possibilities of growth that you believe 
it to possess? Would even the exact 
knowledge—gained through some su- 


stock 


would actually be earning and paying 


pernatural power—of what a 
two years from today enable you to 
judge now what it would be selling for 
at that time? 

A weakness of investment analysis 
based primarily on factors of growth 
is its tendency to go astray on the ques- 
tion of price. Dealing as it does in 
matters of conjecture rather than in 
matters of fact, it can easily construct 
about take 


abstractions price that 


“What Are the Prospects of Growth?” 


This question, above all others, 
is likely to be asked by many 
analysts of common stocks as they 
attempt to appraise the relative 
merits of corporations. If the 
growth factor looks impressive to 
them, they are willing to project, 
sometimes far into the future, the 
probable trend of earnings. Bas- 
ing their conclusions largely upon 
this purely hypothetical estimate 
of earnings, they come to a deci- 
sion whether a stock is suitably 
priced for purchase. 

If they are convinced that a 
strong growth factor is present, 
elemental tests of earnings and 
resources play a minor part in 





their reasoned conception of price. 

A major tenet of the growth 
school of analysis is that caution 
should be exercised about indus- 
tries where opportunities for ex- 
pansion are not clearly apparent, 
and in those cases where a declin- 
ing trend of earnings has been re- 
vealed, a red flag of warning is 
hoisted at once. Few investors 
would care to disagree with the 
assumption that growth is impor 
tant. There are, however, other 
important elements besides growth 
which are influential in these 
times in shaping decisions about 
common stocks. 

STEDMAN BUTTRICK. 








flight into realms of unalloyed fantasy. 

The astounding levels reached by 
some of the public utility holding com- 
pany issues during 1928 and 1929 were 
essentially products of the growth 
theory divorced completely from  fac- 
tual analysis. 

An Active Force 

The influence of the growth theory 

has remained, none the less, a potent 


force in the market place, and if you 


wonder at the apparently high prices 
placed on the shares of certain com- 
panies, you will find usually that those 
companies are considered to have well 
defined prospects of earnings’ growth 
over a period of years. 

In the past two years, however, a 
new element has entered our economy 
that should cause, in the judgment of 
many students of investment, a closer, 


more searching scrutiny than ever be- 


Ji 








jore of the aspects of the growth theory. 
This element ts the excess profits tax. 
The excess profits tax by absorbing 
most of the increase in earnings that 
a company may be able to achieve has 
virtually eliminated the growth factor. 
With very few exceptions, an upward 
trend of net earnings after taxes is 
“out” for the duration, and maybe for 
longer if a big downward revision of 
the excess profits tax should not accom- 
pany a return to peacetime conditions. 
Superior management and intelligent 
research can do little or nothing to en- 
large earnings in the face of a tax that 
increases in net 


nullifies almost all 


earnings over and above 


either past 
iverage earnings or a stipulated return 
on invested capital. For the duration of 
hostilities and for perhaps even langer, 
brilliant future prospects insofar as they 
are capitalized in market prices, may be 
viewed with considerable skepticism. 

It is not surprising therefore that 
an older style of common stock analysis 
—a style that went into partial eclipse 
in the late 1920's during the stock 
market boom—is beginning to be heard 
from again, 

Price vs. Assets 

This type of analysis insisted upon 
a reasonable relationship between price 
and tangible resources per share. It 
knew how closely, over any extended 
period of time, resources and earnings 
were held togther. It noted the ten- 
dency of the earnings of even the most 
successful and growing enterprises to 
flatten out, in the course of years, to 
around a 10 per cent return on tangible 
resources, 

It sought always to avoid the pitfalls 
of attempting to capitalize growth 
possibilities. It was not blind to poten- 
tialities but if future possibilities seemed 
to represent a large portion of the price 
of a stock, it did not hesitate to raise 
warning signals. In all its calculations, 


net-quick-assets-and-plant-per-share of 


stock played a big, although not deci- 
sive part. When the older method is 
applied to current situations, room for 
thought is found. 

The following table gives a few ran- 
dom examples of common stocks that 
are selling at or below or close to their 
net quick asset value per share. No 
attention has been given to the merits 
of these stocks. They are used purely 
as examples. 


Net Quick Plant and 
Price Assets Machinery 
About per Share per Share 

Anaconda Wire 
& Cable....... $29 $27.53 $24.49 
Babcock & Wilcox 22 24.11 11.85 
Bulova Watch.. 26 32.55 2.23 
3 | a oe 71 100.00 03.57 
Mack Truck.... 30 45.86 19.81 
Mont. Ward.... 32 27.47 9.51 
Nat. Mal. ...... 15 15.10 10.82 
Pacific Mills.... 18 3.20 25.40 
$244 $315.82 $167.68 


For $244 the purchaser acquires 
$215.82 of cash, receivables, raw ma- 
terials and finished goods and $167.68 
of plant and machinery—a total of 
$483.50 in tangible property for $244. 
In effect, the purchaser of these stocks 
at current prices exchanges his dollar 
for another dollar or more and _ gets 
productive plants and machinery 
thrown in free. Contrast these figures 


with the following. 


Net Quick Plant and 
Price Assets Machinery 
About Per Share per Share 
du Pont ....... $130 0 $60.56* 
General Electric. 30 5.95 6.61** 
Monsanto Chem. 8o 1.66 27.87 
$240 $7.61 $95.04 


* Includes General Mots 
* Includes 


rs investment at market 
nvestments at stated value 


Here for $240, the purchaser acquires 


only $7.61 of cash, receivables, raw ma- 
terials and finished goods, and $95.04 
of plant and machinery (including, in 
the case of du Pont and General Elec- 
tric, outside investments)—a total of 
$102.65 in tangible property for $240. 
What, if anything, do these figures 
would say and it would proceed to 
point out, very properly, that the mere 
fact that a stock may be backed by a 
large amount of net quick assets and 
plant is in itself no safe criterion of 
value. Except in the rare case of liquida 
tion stockholders seldom benefit from 
values represented by net quick assets 
and plant unless they produce a reason- 


able income return. 


Point of Agreement 


The “value” school would not dis 
agree with these statements; it has al 
ways insisted that earnings are the 
cornerstone of common stock appraisal. 
But it would be decidedly interested in 
the two tables of net quick assets and 
plants per share, and far from relegating 
them to the background, it would make 
full use of them in trying to determine 
the relative values presented by the 
various issues included in the two tabu- 
lations. 

Conceivably it might come to the 
conclusion that the price of a General 
Electric or a du Pont type of stock was 
not sufhiciently supported by tangibles 
and consisted mostly of expectations 
that might have to be postponed indefi- 
nitely so long as the excess profits tax 
remained in effect. Conceivably, too, 
the value school might be just as critical 
about the price of a stock that was cov- 
ered up to the hilt with working capital, 
if it was doubtful about the particular 
industry or about the ability of the 
management to make the company’s re- 
sources produce a reasonable earnings 
return. 

Above all, however, the value school 
would fix its attention on the price of 


(continued on page 14) 
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Net Earnin gs of 390 Listed Companies 
$1,521,274,000 in First Nine Months 





PENHE exigencies of war times find 
L reflection in this Autumn’s statistics 
ol operating results among corporations 
having common stocks listed on the 
New York Stock Exchange. Some de- 
lay has occurred in the publication of 
corporate reports used in the prepara- 
tion of a consolidated tabulation of 
earnings. Questions surrounding 1942 
Federal taxes have acted to slow down 
the preparation of earned income data 
of many companies; also problems 
growing out of the rush of war produc- 
tion, censorship of the reports of cer- 
tain war material producing corpora- 
tions, dislocations of foreign exchange 
markets and the like, have held back 
more than a few reports for the third 
1942 quarter. 
Many Companies 

Nevertheless, Tut Excuance is able 
to present consolidated results on 390 
listed companies for the first nine 
months of 1942, as against those of 400 
companies for the same period in 1941 
which appeared in the November issue 
of that year. Although there has been 
a slight reduction in the number of re- 
porting companies, the relationship of 
1941 and 1942 group net incomes shown 
in the accompanying table is based solely 
on the operating results of the 390 com- 
panies for which data were available for 
the 1942 period. 

Even though the net income data for 
the first nine months of 1942 show a 
16.3 per cent decline compared with the 
same period of 1941, a sturdiness of 
earning power is indicated that has gone 
far toward overcoming top-lofty pro- 
visions for excess profits and other taxes. 
In fact, current corporate income fig- 
ures appear to be well above 1940 levels 
on the basis of the comparative data 
published last year, when the nine 


months’ figures for 1941 were 28.3 per 


1940. 


The industries which reported are 


cent higher than those for 
arranged by groups, and, in cases where 
reports were issued by too few corporate 
members of a group to make a com- 
prehensive showing, those so reporting 
were placed in the category of “other 
companies.” The 30 companies thus 
classified showed a combined net in- 
come of $86,727,000, or a decline of only 
7.3 per cent below that for the same 
companies during the first nine months 
of 1941. Only one of the numerous 
shipbuilding and operating companies’ 
reports covering the nine months was 
available when the tabulation was com- 
pleted for publication here. 

No rubber company report is in- 
cluded. Only one leather company, and 


only one motion picture company. is 


NINE MONTHS' NET INCOMES OF 390 COMPANIES 
HAVING COMMON STOCKS LISTED ON 
THE NEW YORK STOCK EXCHANGE 


—dAssembled by Industrial Groups— 


Number 

Showing 

Number Net Profits: 

Reporting 9 Months 
Industry To Date 1942 
Automobile ae 36 
Been cS ws 2 13 
Ceemieee 2 ko ses SS oe DD 1] 
Electrical Equipment . 6 6 
Paamee . « es ss oe 18 
Food ee eee ere a | 26 
Machinery & Metal . . 38 38 
Wee ke ee 16 
Paper & Publishing . . 12 12 
| Petroleum . .. . .25 25 
| Railroad . . te: 39 
Retail Merchandising . 16 4 
Shipping Services. . . 3 3 
Steel, Tron & Coke . . 32 32 
Se 9 
| All Public Utilities. . 23 22 
Other Companies . 3() 30 
Totals ... 390 380 


included in the miscellaneous group 
along with the other companies placed 
in this category. Evidently, besides 
matters of taxation to cause delay, some 
of the motion picture concerns had to 
postpone closing their accounts until 
the large backed-up receipts from En 
gland, only recently announced, were 
apportioned, 
Metals Decline 

The iron and steel picture for the 
first three quarters of 1942 is clearly 
presented, inasmuch as reports for 32 
of the 37 listed common stock issuers 
in this group are accounted for. The 
decline of 39 per cent in the net income 
for this group seems chargeable to the 
well known factors of increased taxes 
and an enlargement of the wage bill, 
along with the creation of heavy re- 
serves for contingencies. Included are 


reports from a_ fairly representative 
number of companies in the automobile, 
chemical, finance and petroleum com 
pany groups. 


(continued on page 17) 


No. Showing Per Cent 

Improvement Group Net Income Change in 
(9 Montt 9 Months 1942 Group Net Income 
1942 vs (Combined 9 Months 1942 

% Months Incomes Minus vs 

1 Combined Losses) ' Months 1941 
13 $146.473.000 — 40.7% 

() 16,756.000 — 31.7 

8 143.702.000 — 30.1 

fT) 16.794.000 — 24.7 

6 32.978.000 — 17.0 

8 80,739.000 — 17.3 

10 $2.087.000 — 19.4 

8 22.379.000 5.8 

l 16.410.000 — 319 

8 124.206.000 — Se 

30 334.767.000 1 44,2 

1 10.175.000 — 23.8 

3 1.406.000 218.0 

6 142.337.000 — 39.0 

1 14.354.000 — 24.6 

6 258.984.000 — 12.4 

9 86.727.000 — 7.3 
124 $1.521.274.000 — 16.3% 

















1942 Revenue Act Brings 


N addition to providing a more equi- 

table method of treating capital gains 
and losses and probably increasing the 
Government's. revenues, the changes 
that were made in the recently-enacted 
Revenue Act of 1942 offer important 
opportunities for aiding investors—both 
large and small, 

In order to understand the mechanics 
of the revised law it is necessary to have 
a clear knowledge of its principles. In 
theory, the revised capital gains and 
losses provisions are extremely simple 
but the mechanics are somewhat in 
volved. This review attempts the difh- 
cult task of trying to make the me- 
canics as simple, yet as complete, as 
possible. 
there are 


Even so, unquestionably 


some unusual cases that will not be 


covered. In fact, tax authorities cannot 
agree upon the interpretation of certain 
phases of the new law and these must 
be regarded as conjectural until fully 
clarified by Internal Revenue Bureau 
rulings. Such instances will be indicated 
in the following discussion. 
Capital gains and losses are divided into 
two classifications. 
Long-Term: Sales of capital assets 
held over six months. Only 50 per 
cent of the gain or loss is taken 


into account for tax purposes, The 
holding period has thus been short- 
ened from the previous require- 
ments of 18 months or 24 months. 

Short-Term: Sales of capital assets 

held for a period of six months or 
less. The full 100 per cent of such 
gain or loss is taken into account for 
tax purposes. 

The theory of the capital gains and 
losses provisions under the new law is 
that net short-term profits are fully tax- 
able, taking the same tax rates as if such 
gains were normal income to the indi- 
vidual. Net long-term profits are sub- 
ject to a maximum effective rate of 25 
per cent (50 per cent tax on 50 per 
cent of the profit). Net long and short- 
term losses are considered together and 
are deductible from ordinary income 
only to the extent of $1,000, or up to net 
income if that is less than $1,000, and 
the balance of the loss can be carried 
over for a 5-year period to be used to 
offset net capital gains which may be 
registered during that period or to off- 
set regular income (within limitations) 


during these five years. 
Short and Long Term 


In order to ascertain one’s status with 
respect to capital gains and losses, the 
first step would be to pair off all short- 
term transactions and all long-term 
transactions, applying the 50 per cent 
ratio to the latter for tax calculations: 

Example No. 1: Assume that an in- 
vestor has the following capital gains 


and losses: 


Short Term Long Term 

Gains ............ $10,000 $10,000 
Le SSeS 5,000 30, OO 
Net Gain......... $ 5,000 —_—- 
ot: —— *$20,000 
5( er cen r $109,000 taken into account. 


Marke 


By ROBERT G. BEND 





A Contribution to the JN 
and a Measure to Swell Ge 


N approach to the newly re- 

vised Capital Gains and 
Losses section of the Revenue Act 
of 1943 involves a recognition of 
the principal aims which the Con- 
gress had in view in effecting im- 
portant and constructive changes 
in the statute. These aims were 
three, each supplementing the 
others. First, it was intended to 
contribute to the American econ- 
omy a more elastic method of tax- 
ing the gains derived from capital 
operations which comprise such a 
vital portion of our economy. 
American business and American 
progress have always been based 
on private invested capital and a 
reasonable degree of flexibility in 
this capital. Second, by permit- 
ting certain new balances of gains 
and losses, the Capital Gains sec- 
tion was so drawn as to “un- 


In the above case, for tax purposes 


this investor would have a net short- 
term gain of $5,000 and a net long-term 
loss of $10,000 (50 per cent of actual 


loss). 


Various Categories 


It will be found in following this pro- 


cedure of pairing off gains and losses 
that the result will fall in one of the 
categories listed below. There is also 
given the appropriate tax treatment in 
cases of individuals. 

(1) Net Long-Term Gain (50 per 


cent of actual gain) exceeds net 


short-term loss (100 per cent of 


actual loss). 
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freeze’ capital transactions, render 
them more fluid and workable, 
apply taxes when the transactions 
are legitimately consummated and 
consequently increase the Govern- 
ment’s revenue. Third, encourage 
sterile capital to become active, 
particularly in permitting funds to 
flow to small business. 

Without due consideration of 
these aims, the important effects 
which the revisions should have 
on the economic life of the nation 
will not be fully appreciated. But 
for purposes of throwing light on 
some of the more significant me- 
chanical details of the 1942 law, 
this article has been prepared. Se- 
curities have been used for pur- 
peses of illustration, inasmuch as 
readers of Tue Excuance include 
both institutional and private in- 
vestors in securities, 


_~ 
Ne 
— 


Either included in regular income 
or subject to alternative 50 per 
cent tax (25 per cent effective 
rate; L€., 50 per cent tax on 50 
per cent of the net gain), which- 
ever results in smaller tax. 

Net Short-Term Gain (100 per 
cent of actual gain) exceeds net 
longterm loss (50 per cent of 
actual loss). 

Included in regular income; no 
alternative tax. 

Net Long-Term Loss (50 per 
cent of actual loss) exceeds net 
short-term gain (100 per cent of 
actual gain.) 

Deductible from net income to 
extent of $1,000 or net income, 


whichever is smaller; balance. if 
any, constitutes capital loss carry- 
over (explained below). 


— 


(4 Net Short-Term Loss (100. per 
cent) exceeds net long-term gain 
(50 per cent). Same as No. 3. 
(5) Net Long-Term Gain (50 per 
cent) (a) Same as No. 1 and or 
Net Short-Term Gain (100. per 
cent) (b) Same as No. 2. 
(These two items should not be 
combined.) 


(6) Net Long-Term Loss (50 per 
cent) (a) andor Net Short-Term 
Loss (100 per cent) (b). 
(Combined and treated same as 


No. 2.) 


> 
By Way of Illustration 


Example No. 2: In the previous ex- 
ample, investor has net long-term 
loss ($10,000) in excess of net short- 
term gain ($5,000), falling into 
Category No. 3. This $5,000 excess 
of net loss can then be deducted 
from net income to the extent of 
$1,000 (but not more than net in- 
come if latter is below $1,000), the 
balance constituting a capital loss 
carry-over (explained below). 

Example No. 3: Investor has net 
short-term gain of $10,000 and net 
long-term loss of $5,000, falling into 
Category No, 2. The $5,000 net 
gain would be included with other 
income and fully subject to appli- 
cable normal and surtax rates. 

Note: Some tax authorities are uncertain 
as to whether the new law actually per- 
mits long-term losses to be used to offset 
short-term gains but the majority are of 
the opinion that this will be allowed as 
this seems to have been the intent of Con- 
gress. It is presumed in this discussion that 
the offset will be permitted. 

Any excess of net long or short-term 

losses over gains (Categories No. 3 and 


4) or total of long and short-term losses 


i of the Capital Gains Tax 


0 the Nation’s Economy, 
Swell Government Revenue 


(Category No. 6) can be used to offset 
ordinary income up to $1,000 (or to ex- 
tent of net income if latter is below. 
$1,000). The remainder constitutes a 
capital loss carry-over to be used as a 
short-term capital loss in any of the fol- 
lowing 5 years either as an offset against 
net capital gains or against regular in- 
come up to $1,000 (or to extent of net 
income if below $1,000), 


Example No. 4: Investor has ordinary 
net income of $10,000 and net long- 
term capital loss (Example No. 2) 
of $5,000. Of this loss, $1,000 can be 
used to reduce net income to $9,000 
and balance of $4,000 is carried over 
for 5 years. This $4,000 capital loss 
carry-over can be used in 1943 to 
offset any net capital gains or to 
reduce net income by maximum of 
$1,000. Any unused portion would 
continue to be carried over until 
fully exhausted within an additional 
4 years. 

Example No. 5: Assuming some cir- 
cumstances as Example No. 4 ex 
cept that ordinary net income is 
$500 instead of $10,000, capital loss 
carry-over would be $4,500 instead 
of $4,000. Difference in carry-over 
is accounted for by fact that only 
$500 (instead of $1,000) of $5,000 
capital loss would be used against 
ordinary net income, 


Note: Some tax authorities are not certain 








whether 50 per cent or the full amount of 
long-term losses are to be taken into ac- 
count in arriving at the capital loss carry- 
over. The majority opinion appears to be 
that the percentage is to apply and this 
seems to have been the intent of congress. 
It is presumed in this discussion that the 
percentage will apply. 
Carry-Over From 1941 

The net short-term loss which was 
allowed to be carried over from 1941 
(not in excess of that year’s net income) 
can be used in 1942 as a short-term loss 
only to the extent of net short-term 
gain; any excess cannot be carried fur- 
ther. 

Example No. 6: Investor had net 
short-term carry-over from 1941 of 
$5,000. Net short-term gain already 


established in 1942 is $3,000. Hence, 


$2,000 of additional net short-term 
gain could be established in 1942 
without additional tax. 

In reviewing the changes made in the 
capital gains and losses provisions under 
the latest Revenue Act, the following 
points stand out as far as individuals are 
concerned: 

Despite the fact that the effective 
maximum rate on net long-term gains 
has been advanced from 15-20 per cent 
to 25 per cent, this is more than offset 
by the shortening of the minimum hold- 
ing time from 18 to 6 months. It is quite 
obvious that gains can be taken on 
issets held from 6 to 18 months with 
considerably less taxes than heretofore. 
It will often result in a worthwhile tax 
saving to hold a security on which a 
gain is shown until it falls into the 
long-term category. This does not mean 
that the primary consideration should 
be the tax position but rather that this 
should be given more weight than in 
the past. On the other hand, it is no 
longer necessary to hold a stock for at 
least 18 months to acquire these tax ad- 
vantages. 

The provisions with respect to charg- 
ing off losses have been tightened with 
respect to long-term losses through the 


$1,900 limit but the treatment of short- 


IO 


term losses has been liberalized. It is 
quite obvious that if one is going to take 
tax losses, it would be better to take 
short-term losses as they are deductible 
in full whereas only 50 per cent of long- 
term losses can be taken into account. 
Conversely, it would usually be better 
to take long-term gains, other con- 
siderations being equal. 

The foregoing material, as was noted 
in the beginning of the article, deals 
primarily with the mechanics, and some 
of the technicalities, of the revised 
Revenue Act. Space limitations prevent 
the elaboration of certain points which 
are important to investors. Again, the 
cited examples cannot purport to apply 
to individual situations except as a 
guide. If read casually, some may say 
of the categorical exhibits, the illustra- 
tions hardly apply to my case... my 
investment transactions are not large 
enough to warrant close study of re- 
sults in terms of gains or losses. 

It is a reasonable statement to say 
that, under the onerous terms applied 
by the Revenue Act to personal in- 
comes, every investor is going to study 
many phases of the new law with close 
attention. If not now, then sometime 
before March 15, 1943. 


In respect to basic principles ap- 
plicable to the capital gains section of 
the 1942 Revenue Act, excerpts from a 
statement made by Emil Schram, Presi- 
dent of the New York Stock Exchange, 
before the Finance Committee of the 
Senate prior to the enactment of the 
law, are apropos. 

“It is my conviction,” said Mr. 
Schram, “that the Treasury’s revenue 
would be greatly increased if the capital 
gains tax provisions were modified in 
such a way as to eliminate the holding 
period, and to establish a tax rate that 
would encourage the taking of capital 
gains, thus tapping a very large poten- 
tial source of revenue. (The holding 


period was reduced from 18-24 to 6 


months in the bill as finally passed.) 

“, . . it has always been perfectly 
obvious that the sale or exchange of a 
capital asset, such as a piece of real es- 
tate, a farm, a share of stock, or a bond 
does not automatically add anything to 
the value of the thing sold. From an 
economic point of view, the gain result- 
ing from such a sale or exchange is in 
reality capital, and not income. For 
bookkeeping purposes—and in fact, for 
all other purposes except taxation—such 
a gain is regarded as representing capi- 
tal. Hence, a capital gains tax is in 
reality a capital levy. 


Owner's Choice 


“In view of the fact that the taking 
of a capital gain is purely discretionary 
with the taxpayer, it is apparent that 
this tax in operation is far different 
from a true income tax. The payment 
of the tax is entirely contingent upon 
the taxpayer’s disposing of a capital 
asset at a profit. It is not surprising, 
therefore, that as the rate of the capital 
gains tax has been increased, the net 
revenue to the Government has de- 
creased, 

“Apart from considerations of rev- 
enue, there are certain undesirable eco- 
nomic consequences which would arise 
out of an unproductive tax. Because 
such a tax would operate as a serious 
deterrent to the transfer of property, it 
would retard the general flow of capital. 

“This problem of the fluidity of capi- 
tal is important in another sense. While 
it is true, as the Treasury has pointed 
out, that the major portion of the 
financing required by American indus- 
try in its war expansion is being as- 
sumed by the Government, it is desir- 
able that as large a portion as possible 
of the burden be borne by private capi- 
tal. It is not too soon to begin the 
process of encouraging capital to per- 
form its traditional function, partic- 
ularly in preparation for the post-war 


readjustment. 















































By HAROLD FLEMING 
Wall Street Correspondent, 
The Christian Science Monitor 
HE Editors of this honorable maga- 
zine are certainly bears for punish- 
ment. In the summer of 1941 they asked 
me for a piece on the “outlook for in- 
creased security trading” and I guessed 
that the outlook was bad, very bad in- 
deed. Now they ask for another piece 
on the same subject and again give me 
carte blanche. That is certainly freedom 
of speech. I'll try to be optimistic. 

Guessing the future of stock trading 
is guessing for post-war future, Finan- 
cial writers rush in where investors fear 
to tread, To guess it you must remem- 
ber that “history always repeats itself,” 
yet that “there is nothing permanent 
but change.” 

Very impressive was a chart in the 
August Excuance showing that the de- 
cline in trading volume on the New 
York Stock Exchange from — 1937 
through 1942 was remarkably paralleled 
by a similar decline from 1909 through 


1914. The implication was that volume 





Those seem to be the major argu- 
ments that stock trading volume will 
pick up from here—perhaps become 
very large after the war. 

The first one is weak, and its weak- 
ness reveals a wide-open gap in the 
whole facade of hope. 


The comparison between the five-year 


ny OLUMe:. 

















may again recover as it did from 1915. 

Market trends are another good argu- 
ment that security trading will revive. 
The decline in trading volume since 
1929 has occurred during a long-term 
bear market—just as did the decline be- 
fore World War I. But the long-term 
bear market seems now to have ended 
and a real long-term bull market seems 
to be under way. The implication again 
is that volume may recover with prices. 
It takes a bull market to make real 
enthusiasm and to get the public in. 


Perhaps it will come in again. 
Argument Ad Infinitum 
= 


The recent elections afford another 
good argument for a rising volume in 
securities. They may reflect a real long- 
term swing toward political conserva- 
tism—an_ ultimate liquidation of the 
New Deal’s squat-tag games, political 
radicalism, and antagonism to Wall 
Street. That, again, seems a strong argu- 
ment that there will be a political resur- 


rection of Wall Street, and particularly 


of security trading. 











Harold Fleming 











period ending in 1914 and the five-year 
period ending in 1942 is unsound. The 
first ended with the beginning of the 
war, the second with the United States 
well into the war. All standard historic 
analogies between the two wars take an 
almost exact 25-year spread. The proper 
analogy to the 1937-1942 period is 1912- 
1917. In the earlier period stock trading 
picked up briskly as soon as the war be- 
gan to bring prosperity. 

For Wall Street this war has been far 
different from the last. It has brought 
a phenomenal rise in business activity 
and an almost phenomenal drop in stock 
trading. Since 1937 national income has 
been about doubled; security trading 
about halved. 

It isn’t necessary to argue the broad 
question of whether, as James Burnham 
puts it, World War I was the last capi- 
talist war and this the first “managerial 


war’ —or the broad question of whether 


i 





the current set of wars represents a 
major social revolution or a stepped-up 
rate of social evolution, like the Napole- 
onic wars or the Thirty Years’ War. 
Whether it’s a revolution for the rest 
of the country or not, it’s a revolution 
for Wall Street. Past wars for 300 years 
have meant accelerated trading in stocks, 
bonds, and commodities. This one has 
brought the reverse. 

And what is true for the war seems 


likely 


time war trends are far less likely to 


true for the 


post-war. These 
be reversed. The managers of American 


World War I rolled 


their desk-tops on the day after the 


economy down 
Armistice, but the present Washington 
crowd seems quite differently minded. 
Another “return to normalcy” seems 
unlikely in the old sense; even a Re- 
publican President in 1944 would be 
more likely to try putting order into 
the new bureaucracy than to try abolish- 
ing it. For instance, in 1g41 it was the 
fashion to predict a post-war deflation; 
now it is the fashion to predict a post- 
war infation; but any threat of defla- 
tion would be a cue for more 
government spending and any threat of 
inflation a cue for continued price con- 
trol and rationing. 
Still Depressed 

And if the war economy proves more 
durable this time than last, it seems a 
fair corollary that the depressed present 
Wall 


more lasting than its depressed status 


status of also 


Street will prove 
under the old Capital Issues Committee 
formal World War I 
restraints. The New Deal can go com- 


Wall 


and other less 


pletely out of favor without 
Street's coming back into favor. 

It is also possible, in guessing the 
security markets’ future, to by-pass an- 
other very great controversial question 
—whether “free enterprise” and private 
capitalist. institutions will survive the 
War. 

There seems little doubt that the ex- 


ternal shell of private property will re- 


main—that, in a sense, “the spear-head 
of the revolution has been broken off.” 
So far as this generation is concerned it 
appears likely that “there will always be 
stockholders,” and that “there will al- 
ways be a Wall Street.” 

Stockholders come out of the 
war with no rights and Wall Street 
with no power, but they seem likely to 


survive, just as the shell of feudal in- 


may 


stitutions survived the Renaissance wars 
and the shell of aristocratic institutions 
(outside of France) survived the Na- 


poleonic wars. 


Battledore and Shuttlecock 


But this merely brings up the tricky 
question of what social and economic 
institutions really mean and it only 
comes down to an argument over 


still 


has a king. Is it, then, a monarchy? 


definitions. Britain, for 


instance, 
America may and probably will still 
have corporations, stockholders, and a 
stock market after the war, but will it 
be a capitalist country, and will the 
eviscerated remains still constitute “free 
enterprise”? People in the Street are 
inclined when indignant about it all to 
answer “No,” and when in a resolute 
mood to say “Yes.” But this argument 
can be by-passed. 

There is a better starting point for an 
appraisal of the future of stock trading 
~~something on which more people can 
reach more common ground. 

That starting point is the change in 


the 


income-structure of the 


country. 
There can hardly be any argument that 
the income pyramid is being fast flat- 
tened, that the rich are getting poorer 
and the poor richer. It was going on be- 
fore the war and it is going on now. 
It has gone on in Britain and Germany. 
Russia is about the only place where 
disparities between income are cur- 
rently widening; and Russia, as_ this 
writer saw with his own eyes years be- 
fore the fellow-travellers began to dis- 


cover that country, is meaningless for 


America’s social and economic develop 
ment. 

Now a poor rich man, as everybody 
knows, is in the market only once—on 
the sell side. And a rich poor man is 
likely to be in the market also only 
once—on the buy side. 

Major influence on trading volume 
for the next five or ten years is the 
purchasing power accumulating with 
wage-earners and low- and medium- 
income salary earners, and the moot 
question is whether it will come into 
the market. The stock market is due 
to be a poor man’s market or nothing. 

It has been argued that the wide 
dissemination of Liberty bonds laid the 
basis for the broad security markets of 
the 1920's, That argument over-looks 
the pasting which Liberty Bond owners 
took in 1921, but it, nevertheless, cannot 
be brushed lightly aside—particularly 
since ownership of Defense and War 
Bonds is probably due to be much 
greater than the ownership then of 
Liberty Bonds. 


New Faces 


That would argue that stock trading 
will revive—in the hands of the odd- 
lot and small trader and investor. This 
argument was, in fact, presented in this 
magazine recently in an article pointing 
to the huge accumulation of savings 
now being dammed up by rationing 
and price control. 

On the other hand the last ten years’ 
record seems to say that the little fel- 
low’s trading simply does not add up 
to real volume. He is just not interested. 
His attention is on the war, the elec- 
tions, the races—anything but the stock 
market. 

Yet the war will not last. And a con- 
servative political swing might fore- 
shadow an end of the intense week-to- 
week diet of political surprises and laws 
and fights which the days of the politi- 


cal locusts brought, and which dis 


(continued on page 14) 


rs” 
el- 


up 


EC- 


ck 


(hanging Public Utility Scene Against 
Federal Tax Background 


(continued from page 4) 


Naturally, as understanding of the phi- 
losophies and policies of the SEC be- 
came more general in the past two 
years, and as changes occurred in the 
SEC’s theories, prices for utility securi- 
ties have been affected by regulatory 
action as well as by higher tax rates. 
In many cases, however, proceedings 
by the SEC have had a salutary effect, 
an example of this being the market 
action of Electric Power & Light Cor- 
poration and American Power & Light 
Company preferred stocks, following 
the “Section 11(b)(2)” order of the 
SEC, requiring the dissolution of these 
companies. Empire Gas & Fuel Com- 
pany, Public Service Company of Indi- 
ana and United Gas Corporation are 
other examples of this nature. This 
favorable market action has resulted 
from the realization that the ultimate 
effect of the application of Section 11 
of the Holding Company Act should 
generally result in higher values for 
the distributed operating companies’ se- 
curities than now exist for the present 


holding company securities. 


Court Actions 


At the present time there are six major 
holding companies contesting in the 
courts the SEC orders instituted against 
them under Sections 11(b)(1) and (2) 
of the Holding Company Act. There 
also has been some discussion in refer- 
ring, particularly these provisions of the 
Act, back to Congress for interpretation. 
Generally speaking, from the standpoint 
of investors in holding company securi- 
ties, it should be advantageous if the 
SEC were to be upheld by the courts in 
these proceedings, as such action would 
require the liquidation of these hold- 


ing companies, and result in the distri- 


bution of the underlying operating com- 
pany equities. 

In appraising the relative liquidating 
values of holding company preferred 
stocks, selectivity, of course, is necessary. 

In summary it appears that the un- 
favorable regulatory and taxation trends 
have substantially .run their course. 
Operating company common - stocks 
form the base for holding company se- 
curity values. High grade utility operat- 
ing company common stocks are now 
selling at about 114. times estimated 


1942 earnings, as compared with a range 


between 13 and 16 times earnings in 
1938, 1939, 1940 and the first half of 
IQ41. 

For the duration of the war, com- 
panies in the excess profits tax bracket 
will not be able to increase earnings 
except by nominal amounts. However, 
as it becomes more generally realized 
that 1942 earnings probably approxi- 
mate the lowest levels that can be rea- 
sonably expected during the war, a 
higher capitalization of earnings and 
dividend paying ability should result. 
In addition, because of the inherent 
growth and stable character of earnings 
of the utility industry, most companies 
should be able to maintain approxi- 
mately their present earning power after 
the war, and with any reduction in tax 


rates, report substantial increases. 
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Is This the Stock 
Viarket to Come? 


(continued from page 12) 


tracted the public from the market. 


Things both political and military may 
down 


settle some day and all of a 


sudden the stock market may come 


back into fashion as a source of break 
fast and strap-hanger reading and of 


lunch-hour visits to the customers’ 
room. 

It doesn’t seem likely, but stranger 
things have happened. 

I'm afraid I haven't succeeded in be- 


ing very Optimistic. 


What Kind of Stocks? 


(continued from page 6) 


the stock. Growth factors might be non 


existent, the industry might be in a de- 


clining phase, all elements of romance 


and success might have long since de- 


parted, yet if price seemed to offer a 


solid value in the face of searching tests 


of earnings and resources, then at least 


an indulgent attitude would be main- 


tained toward the issue in question. 


And deep study of the exact impact of 
excess profits taxes upon earnings would 
ensue. 
Despite the curb on earnings growth 
imposed by the excess profits tax, there 
are still minded and 


plenty of strong 


daring investors who are willing to buy 
growth stocks at levels that are difficult 
to reconcile with a realistic appraisal of 
Price, to them, 


values. is of minor sig- 


nficance as compared to fine manage 


ment, plendid research and marvelous 


new products. To these investors, how 
ever, “value” methods of common stock 


analysis might prove extremely useful 


as a corrective to an excessive willing- 
ness to pay now for what the future is 
merely expected to bring. Conjecture 
could prove to be an expensive purchase 


if the war should be of long duration. 
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“They Fight to Die 
We Fight to Live!’’ 


The V-Mail letter reproduced here 


lifts a veil from the strenuous ex- 


perience of a first-class fighting man 
who, just a little while ago, was go- 
ing about routine duties at the New 
York Stock Exchange. 


M. J. 


of the 


(Mike) Davidowitch, captain 
Stock 


signed November 6, 1940, in order to 


Exchange guards, re 


rejoin the Marine Corps as a First 
Lieutenant. He had served with that 


military arm prior to being em- 


ployed by the Exchange as a floor 
page in 1928. The letter will bring 
the first news to many of his asso- 
financial 


ciates in the community 


that he has risen to the rank of 


1 Wall S? 
Hew 6 Yor New Mark’ 





block letters ln the panei below 
of pescll. Write plelaty. Sutow. ond your 
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Major. His 


activity in one of the hottest spots of 


advancement and_ his 


the war in the Pacific will bring no 
for Major David- 


owitch was a handy man with fire- 


surprise, however, 
arms long before Pearl Harbor. 

The Distinguished Marksman 
Medal, highest 
States Government for rifle shoot- 


Major Davido- 


witch by placing three times in the 


award of the United 
ing, was earned by 


national tournament of soldiers and 
held 
Ohio. 


Stock Exchange, 


civilians, annually at Camp 


Perry, As an employe of the 
he was coach and 
captain of the Exchange’s rifle team 


continued on page 16 
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| wouldn’t have thought it possible, said 
the Old Timer, when a Sunday feature 
writer came to my office the other day 
looking for color and the spectacular in 
the financial district because the stock 
market was picking up, and said he had 
never heard of “Dan” Reid or John W. 
Gates or James R. Keene. Can you 
imagine a blackout of background like 
that? You have to concede, of course, 
that there has not been much color in 
this part of town since 1929, But it is 
difhcult to think that the bold, rugged 
speculative figures of less than 40 years 
ago would grow dim so soon. Deplor- 


able, too, it seems to me. 
>» « 


This writer, though, was looking 
around for something besides personali- 
ties. Right out of his own imagination 
and some cabled reports from Europe, 
along with news items stemming off from 
priorities and rationing, he had acquired 
an idea that the opportunity was lying 
around loose for a “black market” in 
securities to spring up. He reasoned that, 
if such under-cover and reprehensible 
markets have been evolved through war 
conditions on the Continent, why 
shouldn't something similar be imminent 
in the United States, what with priorities 
and rationing clamping down on more 
and more personal possessions and useful 
services of normal times? And, while I 
tried to show him exactly why a “black 
market” couldn’t find any room in a 
country where regular markets in stocks 
and bonds operate constantly and with 
a great deal of publicity, I don’t think 
I convinced him. 

| slipped up because mention was made 
ot a “black market” that we did have on 
one occasion, and he went away talking 


about a precedent and saying that prece- 








COMCVEST CUMT. SiC 


prrgecueege 


dents couldn't be forgotten, even though 
the “Dan” Reids and the “Bet-You-A 
Million” Gates and_ the “Jakey” Fields 


had become part of a closed book of 
market history. Yes, sir, | committed an 
error by bringing up the “black market” 
which put a premium on doorways in 
New Street for the accommodation ot 
buyers and sellers for a long stretch in 


1914. 


Don’t quote me unless you can make 
it clearer to your readers than | did to 
that young fellow from uptown that the 
“black” or “gutter” market ot 1914 was 
a mere happenchance of war, not the re 
sult of such squelching of legitimate deal 
ings as Berlin and Rome and Vichy have 
experienced. You have to allow for the 
fact that the New Street market for three 
or tour months resulted from war just 
like the “black markets” overseas these 
days. But the intent of sellers and buyers 
over here after World War I began was 
far different from the intent of a lot ot 
people abroad this year. 

The sellers in “14 in New Street wanted 
to exchange their securities for money. 
The buyers reckoned that the prices they 
could obtain represented fine bargains. 
Neither party to a deal in a doorway or, 
literally, in the gutter, was afraid of 
money, itselfi—wanting to get rid of 
money as far as the buyer was concerned, 


nor needing money in case of the seller, 


in order to turn it rapidly into some other 
kind of property. On the contrary, there 
was considerable hoarding of money in 
1914. It was valued more than property 
by a great many. The high esteem in 
which American money was held was re 


flected in low prices of securities. 


Just the reverse of this situation is seen 
in European “black markets” for securi 
ties. Buyers would rather have securities 
than money, so prices are reported to be 
amazingly high in certain Continental 
centers. Real estate, too, ts reported sel] 
ing ‘way up, evidently showing that 
money realized from sales of securities 1s 
being transferred to land and improve 
ments. An escape from money! The “gut 
ter market” participants in 1914 never 
thought about such an economic subject 
as that. 


Am I becoming too theoretical for you? 
Well, look at a “black market” from an 
other angle. What causes °em? Nothing 
except the absence of free and open and 
ordinary markets. The American markets 
in 1914 not only were not free and nor 
mal; they were closed as tight as a drum 
for four and a half months. A great gap 
was thereby opened in our economy, | 
can tell you, separating the people who 
wanted cash and others who wanted s 
curities at prices they believed were much 
less than the stocks and bonds were worth 

in money. Events proved that a greater 
power than rule or law would have been 
necessary in order to keep these people 
from meeting somewhere and transacting 


business. 
(continued on 


page 10) 








Lightening the Cost of Supervision 
of Investors’ Portfolios 





ie large investors and invest- 
ment counsel organizations are 
finding reason for satisfaction in a sec- 


1942 Act 


reads as follows: 


tion of the Revenue which 


“Sec. 121. Non-Trade or Non-Busi- 
ness Deductions. 

(a) Deduction for Expenses.— 

Section 23 (a) (relating to deduc- 

tion for expenses) is amended to 

read: 

(2) Non-Trade or Non-Business 
Expenses—In the case of an indi- 
vidual, all the ordinary and necessary 
expenses paid or incurred during the 
taxable year for the production or col- 
lection of income, or for the man- 
agement, conservation, or miainte- 
nance of property heldy for the pro- 
duction of income.” 


Situation Cleared 


Action by Congress, in investment 
counsel opinion, has thus crystallized a 
situation which, for several years, has 
vexed investors who employ specialists 
in managing portfolios of securities. 
The question has been, could counsel 
and supervision fees be deducted in fig- 
uring income taxes? The amended law 
makes investment counsel fees deduc- 
tible from income as a_ non-business 
expense, a matter of considerable im- 
portance to owners of large blocks of 
corporate securities. 

From the opposite angle, investment 
consultants expect the amended statute 
to have effect in enlarging their busi- 
Ness. 

Inquiry indicates that during the last 
five years the private owners of large 
portfolios—say upward of $1,000,000— 
have not constituted the more active 
clientele of investment counsel firms or 
brokerage houses with supervisory de- 


partments. High upper-bracket  taxa- 
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tion has caused large accumulations of 
wealth to be invested in municipal and 
other tax exempt securities. Inasmuch 
as confusion existed about whether or 
not counsel fees reaching sizable 
proportions in the case of big and varied 
portfolios . could be taken into ac- 
count as a legitimate expense, many 
issues in bulk 


holders of tax exempt 


avoided the outlay. 
Growth of a Group 


During the five years, there was a 
notable expansion of investment counsel 
clients who held from $50,000 to $200,000 
of “mixed” securities. In many instances 
such funds represented inheritances, 
coming into the ownership of people 
who either knew little about securities 
management or had insufficient time to 
conduct the necessary research. Natu- 
rally, considerable of a drag was im- 
posed on the investment counsel busi- 
ness when the funds involved amounted 
to more than $150,000—$200,000, for, so 
long as doubt existed about the matter 
of fees—whether they were deductible 
or not—the recipients of income from 
substantial holdings had moved cau- 
tiously in taking on the expense of su- 


pervision. 
Broader Field 


The revised Revenue law apparently 
opens the field to broader development 
of both large and “medium” accounts 
in advisory work, at the same time light- 
ening the tax burden on _ prospective 
clients who may have been hesitating 
about assuming additional costs “for 
the production or collection of income, 
or for the management, conservation, or 
maintenance of property held for the 
production of income.” 


When considered alongside the re- 


vised capital gains section of the 1942 
Revenue Act, Section 121 (2) paves the 
way for more flexible and effective man- 
agement of invested funds. It stands as a 
contribution to skilled supervision of 
securities in a period when investment 
problems are increasing with the gather- 
ing concentration of industry on the 


task of winning the war. 


“We Fight to Live’ 


(Continued from page 14) 


and also coach of the New York State 
Civilian Rifle Team. 
Major Davidowitch has been with the 


armed forces abroad since June, 1942. 
Companion at Arms 


“Harry Torgerson,” referred to in the 
letter, is Capt. H. L. Torgerson, of the 
United States Marines, who revealed his 
mettle as a fighter by blowing up 50 
Japanese pill boxes with dynamite dur- 
ing the early September battles in the 
Solomon Islands. He, also, was a for- 
mer employe of the Stock Exchange, 
starting as a page boy. Captain Torger- 
son, wounded in action, was recom- 
mended for the Distinguished Service 
Cross. The same honor was won by his 


father in the Boxer Rebellion of 1900. 


Small (Ex)Change 


(Continued from preceding page) 


But now just look at the quotations for 
securities in the newspapers. You'll find 
there all the evidence you, or anybody, 
needs to see that the markets are running 
along as usual, serving everyone who 
wants to buy or sell. Prices are arrived 
at in the ordinary peace-time manner and 
wide publicity is afforded them. Yes, this 
is all elementary, but I'm citing the ob 
vious to make the point that with markets 
free and unrestricted, there isn’t a chance 
for a “black market” to get going. Some- 
thing to be thankful for, eh? Because it 
is important to some millions of people. 
be careful to make this 
to your readers. 
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Nine Months’ Net 


(continued from page 7) 


Of the 390 listed corporations included 
in the accompanying table, all except 10 
had net profits to report for the cur- 
rent nine months, Compared with the 
showing of the 1941 period over 1940, 
another item discloses comprehensively 
how taxes have eaten into corporate 


gross profits. Only 124 of the 390 com- 


panies reporting show this year an im- 
provement in earnings for the first three 
quarters over those for last year; in the 
first nine months of 1941 as many as 
324 companies out of a total of 400 re- 
porting showed an improvement over 
the comparable 1940 period. 
Nevertheless, improvement this year 
did occur, as far as net earnings are con- 
cerned, in a rather unexpected quarter. 
While the net income of the automobile 


company group, with 36 out of 62 listed 


concerns reporting, receded 40.7 per 
cent, no less than 13 of these companies 
noted an improvement in their net in- 
come accounts. In fact, it seems evi- 
dent from the current data that many 
listed corporations, in’ spite of taxes, 
higher production costs and other dislo- 
cations arising out of the war emer 
gency are faring better this year than 
they did last and by far a large majority 
of them are well ahead of their returns 


for the 1940 period. 








MONTHLY STATISTICS—NEW YORK STOCK EXCHANGE 
1942 1941 
MONTH END DATA OCTOBER SEPTEMBER AUGUST OCTOBER 
1, Shares Listed (Mil.) 1.471 1.47] 1,471 1.465 
2. Share Issues Listed bai (No.) 1.243 1,243 1.241 1.236 
3. Par Value of Bonds Listed (Mil. $) 67.207 65.256 65,277 57.856 
4. Bond Issues Listed ea Ty st ts (No.) 1.144 1.145 1.148 1,274 
5. Total Stock and/or Bond Issuers (No.) 1.210 1.21] 1.213 1.276 
6. Market Value of Listed Shares (Mil. $) 37,727 35.605 34,872 39.057 
7. Market Value of Listed Bonds (Mil. $) 64,844 62.766 62.720 55.107 
8. Market Value of All Listed Securities (Mil. $) 102.571 98.371 97.592 94,164 
9. Flat Average Price—All Share Issues ($) 37.18 35.97 35.31 38.41 
10. Shares: Market Value ~ Shares Listed ($) 25.65 24.20 23.70 26.66 
11. Bonds: Market Value — Par Value (%) 96.48 96.18 96.08 95.25 
12. Stock Price Index (12/31/24=100) (%) 51.1 18.2 47.2 532 
13. Shares in Short Interest (Thou.) 558 548 533 145 
14. Member Borrowings er ae ee (Mil. $) 357 365 326 144 
Per Cent of Market Value of Listed Shares (%) 0.95 1.03 0.93 1.14 
15. N. Y. S. E. Members’ Branch Offices (No.) 748 756 764 874 
16. Total Non-Member Correspondent Offices (No.) 2.495 2.513 2.560 2.984 
DATA FOR FULL MONTH 
17. Reported Share Volume... (Thou.) 15.933 9.450 7.387 13.152 
Daily Average (Incl. Saturdays) (Thou.) 613 378 284 506 
Daily Average (Excl. Saturdays) (Thou.) 674 118 320 552 
Ratio to Listed Shares . erharcie (%) 1.08 0.64 0.50 0.90 
18. Total Share Volume (Incl. Odd Lots) (Thou.) 11.903 9.4189 16.868 
19. Money Value of Total Share Sales (Thou. $) 241.517 214.217 111.779 
20. Reported Bond Volume (Par Value) (Thou. $) 266.931 276.812 159.938 178.899 
Daily Average (Incl. Saturdays) (Thou. $) 10.267 11.073 6.152 6.881 
Daily Average (Excl. Saturdays) (Thou. $) 10.984 12.334 6.952 7.308 
Ratio to Par Value of Listed Bonds (%) 4103 424 247 313 
21. Total Bond Volume (Par Value) (Thou. $) 300.306 162.734 189.947 
22. Money Value of Total Bond Sales (Thou. §) 112.301 75.610 109.888 
23. N. Y. S. E. Memberships Transferred (No.) 8 2 2 5 
Average Price (S$) 21.667 22.000 23.500 26.1400 
Note: Items 13. 14, 18, 19, 21 and 22 are as of ledgers which normally reflect transactions up to the close of the 
second full preceding business day. 
| 
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rideing the Space 
etwcen buyer and Seller 


MA arketabitity, under the stress of war, takes on a realistic meaning beyond 
normal. Cash required for taxes—for large-calibre investments in War Sav- 
ings and “Tap” Bonds, or for the expansion of working capital—may need to 
be raised by the speedy liquidation of part of an investor’s holdings. 
Recognizing the unusual conditions of these times, which frequently 
retard the sale of blocks of listed issues in the auction market, the New York 
Stock Exchange affords “Special Offering” facilities for the purpose of ex- 


pediting the conversion of larger-than-average blocks of securities. 


Information about marketing methods applied to “Special Offerings” may be obtained trom = ans 


New York Stock Exchange firm. 


O thees are Maintained in 339 Cities of f4 States 








